
TS/JLRiCRS 

:to:IJist:ict Counsel, Los Angeles W:LA 
Attn: Fera Wagner, ISF Industry Counsel, 

Savings and Loan Associations 

from:Assistant Chief Counsel (Tax Litigation! CC:TL 
P.ttn: Jo Lynn Ric!rs, ISP Coordinator, 

c,.,innc - Tn3r vw -. 

subjeckzo  ------- ------------- ----------- ----- ------- - I.R.C. S 461(e) Issue 

ISSTJES 

1. Zhether secticn 461 (e) precludes   ----------- -------------
  --------- ----- ------- --------------- from deducting -- --- ------ -------
---------- --- ----------- -------- ---s credited to the depositors’ 
accounts on   ------------- ---- -- -------- in   ------------- short period return 
filed for -------------- ---- ------- -- -------------- ---- -------- 

2. Assuming that sectic,n 451(e) precludes   ----------- ----------
  --- ----------- ----- ------- from deducting such credited ---------- ---
------ --- -------- -------- .should the disallowed interest be deducted? 

3. whether the portions of Treas. Reg. “: 1.461(e) which 
apply section 461(e) principles to short period taxable years are 
valid? 

~ONCLUEIOMs 

1. Section 461(e) and Treas. Reg. 5 1.461-l(e) (1) (i) 
preclude   ----------- ------------- ----------- ----- ------- from deducting, in 
fulll ------- ---------- --- ---------- --- ----- ------- ----iod taxable pear. 

2. Since section 461(e) precludes   ----------- -------------
  --------- ----- -------- from deducting such cred----- ---------- --- ---l, 
------------ ----- -------red ,to apportion the disallowed amounts in 
--------------- with Treas. Reg. § 1.461-l(e) (2) and (3). - _. 
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3. The ~portions of Treas. Peg. 5 1.461(e) which acpiy 

section 461(e) principles to short period taxabie years are 
valid. 

  ---------- ------------- ----------- ----- ------- purchased the assets 
and li---------- --- ------ --------- ----------------- a California 
corporation ("  ----- ------------ ----- --------- --   ----- ---------
included all o-- ----- -------- of its wholly owned- ---------- ----- loan 
subsidiary,   -------- ----------- ----- ------- --------------- --------------
  ----------- sub------------- ----------- ----- ----------- ----- --------- --------d 
-------------- name. (  ------------ as m-------- --to ---------- will herein- 
------ ---- referred t-- --- ----------). 

The acquisition of   -------- by   --------- ------- ---------- created a 
short Feriod taxable yea-- ------   ------------- ----- ------- --------h 
  ------------ ----- ------- In the shor-- --------- ---------   ------- claimed an 
---------- ------------ of $  --------------- This deduction -------sted,of 
between   ----- to   -- ---------- --- interest, which was credited to 
the depos------- a------nts on  -------------- ----- -------. VJe assume that 
the amounts which   ---------- ----------- --- ---------- on  -------------- -----
  ----- were withdrawa---- ---- -he holder of such accoun--- -----

., ., -------------- ----- ------- subject only to customary notice of the 
---------- -- ----------- to withdraw the interest. S& I.F.C. 
55 461(e) and 591(a). This interest expense created a substan- 
tial net operating loss. 

L’ The Appeals officer k.elieves that, at,the time of the 
acguisiticn, the acquisition qualified as one to which secticn 
?Sl(a) (1) applied. Section 3Sl(a)(l), as in effect for acguisi- 
tions occurring afterAugust 31, 1982, states that secticn 
381(a) treatment should be afforded "[iln the case of the 
acquisitionof assets of a corporation by another coruoration - 
'(1) in a distribu,tion to such other corporation to which secticn 
332 (relating to the liquidation of subsidiaries) applies." 
Bowever, the acquisition of   ------- by   ---------- ------- --------- does 
not fall within the literal --------ge --- -- ------------ ---- ---o 
Feasons: (1)   --------- ------- acguired the assets of   ------ through 
a stbck transac------ ----- ----- an asset transaction; ----- ---- such 
acguisitioon did not occur in a distribution to   ---------- -------

  ---------~;tihid'h 'section 332 applies. , .' 
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Cn   ------------- ---- --------   ----------- filed a Form 1139, Cor>cra- 
tion Appl--------- ---- ----------e ----------- which carr  --- ------ ---- net 
operating loss deductions to the tax returns of ------ --------- and 
its savings and loan subsidiary. The Service all------- -------
carrybacks and~:made tentative refunds. 

We note that around   ----- --- -------- the FELES determined that 
  ------- was insolvent and p------- --- --- receivership. .The PSLIC 
---------- a new entity,   ----------- ------------- ----------- ----- -------
  --------------- a Federal ----------- ----- ------- ---------------- ------- -----------
----- -------------- some of the assets from   ------- tc ------- --------

A . sackaround 

- ^- Section 3:-L ?rovi,Zes 5~~~. saXJir.rjs :ap.cj ~r~)s~i?s .zr,e ,~~l(JWt?*.j. ‘1.2 
dfd”ct fr,>m gross hJccp?e “a.r?“cEts ;;aF tgl or ;T?ci.~+j to tl:e 
accounts of, de2osi’~rS CT iTc;ders cjf aCCcU?.;Is 2s ,z:i7;ideficS 2r 
interest 0~ thei: deposits 0~ yitbEri-r:j&L.: ._ ~ccounc9, I-‘ SilC!? 
amcunts >aid or accrued ..,_ .- ‘Tp I.77 -,,rTr;t;a’^ie <I_ L.-v- cn demazd suj>-ject c>l;r 
to customary notice of intention to withdraw. ” :jba:,n sis(..ssinq 
the taxable year in whit. +I the deductions orovided in section 531 
are ZppliCabil, Treas. Re.g. 5 1.591-1(b) (:) refers ,ts tile sgca~.-i=: _ L ..A.^_ 
rl<les under section 461 (e) . 

Section 461(e) limits the amount of the dcducticns under 
section 591 for dividends and interest credited to a depositor’s 
account. Secticn 46i (e) provides that, except as provided by 
regulations crest ribed by the Secretary, a savings and loan 

., ., cannot deduct amounts it has paid or credited to depOSitOrS' 
accounts as interest or dividends on their withdrawable acccunts 
“to the extent such amounts are Faid or credited for periods 
representing more than 12 months.” Eowever, the savings and loan 
wiil be able to deduct the amounts disallowed in another taxable 
year “as the Secretary determines to be consistent with the 
preceding sentence. 11 I.R.C. s 461(e). 

The LeeI slativ;e 3- hiStOry accompanying sgcticfi’ ,461 (e) prcvides 
that: 

It is contemplated that in any cases 
invoiving a short year, the Secretary will 
use his reguiatory authority alreadv 
available to prevent the deduction in such 
yea:s for periods in excess of the appropri- 
ate number of months, or ,portions of months. 
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Ii. Rep. Ro. 2544, 57th Gong., 2d Sess. 3-4 (1062). &ccordingly, 
Treas. Reg. s 1.461-l(e) (1) (i) prcvides that for a short period 
taxable year, the savings and loan pi 11 be denied a deduction for 
dividends or interest paid or credited: 

to .the extent that such amounts are paid or 
credited for a period representing mor,e than 
the number of mcnths in such short period. 
in such a case, the rules contained in 
section 461(e) and this paragraph apply to 
the short period in a manner consistent with 
the application of such rules to a l2-month 
taxable .year. 

Tr.zas. Reg. _I . 6 1 dtjl-:(e) (1 ) (i) defir.es a shoj-- ?;eriod as “;5 
~~;i~~aj~~ ‘iear cc.qsis~tip.; !:f a p-:,~,d ::f 12s~ :;:-.an 1: ypor.t::s. I’ 

“he “-eesc:sy p.esulat:cns prcjTJi:Gc :>;c p-!~~~~~:~n~ kr: ,SL12 
fcj-22oiy.g rLcp.ai:c~~;ance ~IJ:~s. _ ‘paas. P\,eZ. 5 lai:jl-l<:z) il) (ii:; ~ 
p i r s -,- -, the foregoing ruJ.es a:~ i~ap~iicajle L,c the taxsayer- i;. 
f--.2 y-ear ir, :flhi.~b~ it liqoidat,?s. .iweve r , if the XcTuidacioc ia 
a part of, Oi fcilorvs a~. acqu:sition of tile t~,::~a~,re~~ 3 asset:, 
and the acguiring corporation takes into accouni certain items cr’ 
the target corporation 2ursuar.t to section 381(=), 

Treas. 92; 
the foregoing 

nonailowance rules will still apply. _\ J. j 1.461- 
1 (e) (1) (ii). Second, the .nonailo:qa.nce rules _;rovided in secticn 
461(e) and Treas. Reg. 5 1.461-l(,e) (1) (i) are inappiicable to 
taxpayers VihO pay or credit grace interest or dividends to 
depositors or sharehclcers who termxnate therr acccunt, as long 
as the totai amount of the grace interest or dividends paid or 

y.1 credited during the TerFnd is equa.l,to or iess than 104 of the 
total in’cerest or dividends generally paid or credited during 
such period. 

After deciding whether the savings and loan will be denied a 
portion of its interest or dividend deduction under Treas. Reg. 
5 1.461-1(e) (1) (i), the Treasury Regulations then provide a 
method for calculating the amount of interest which is to be 
disailowed. The amount of interest which is dis$llo.@d is 
calcuiated by taking the differe,nce between: 

the total amount of dividends or interest 
paid or credited to that class of accounts 
with respect to which a deduction is not 
allowed under .subparagraph~ (1)’ of this 
paragraph during ,the t.axabLe year, (cr short 
period, if, aoolicable) and an ‘amount which 
bears the same ratio to suchtotal as the 
number 12 .(or~,number ,,of months In the short 
period) bears tom the, n$mber of months with 
respect- to which s~uch ‘amounts. of dividends or 
interest are pa’id.,o,r.-credited. /.~ ., 

,, ( ; / , ,, .,.,, .,.; 
..~ 
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Treas. Reg. s 1.461-l(e) (2) (emphasis added). Treas. Reg. 
L3 1.461-l(e) (3) provides two instances in which the savings and 
loan will be able to deduct the disallowed interest in later 
taxabie years. First, such disallowed interest can be deducted 
in any later taxable year as long as the deduction, when comt,ined 
with the interest or dividend deductions allowable in the later 
taxable year, do not represent a period of more than I.2 months or 
a period greater than the number of months in the short period. 

Second, even if such deduc tions represent (1)~ a pericd of 
more than 12 months or (2) a period greater than the number cf 
months in the short period, the taxpayer can deduct one-tenth of 
the disallowed amount as a deduction in the 10 succeeding taxable 
“ears if the Commissioner is satisfied that the taxpayer did not 
intend _ to avo1c taxes. Treas. Reg. 5 1.46;l-l(e) !?I !ii) . z: ,i::e 
disallowed 
the 

amount is for a ta:c yeor ending ,zf’t=r Zuly I; ILJ6.l. 
savir,gs and lean, can beqic to $edcct 162 ;:f t:le 2 i32;:.2 .,., e<: 

amount in the ta:tab:le year that ti:e :!educ:io” :;jas dis;i;J!;,e<; ,, 
Treas. ;?eg. 5 1.461-l(e) (2) (ii), If the feduction is der.i:?6 
solelv because the taxpayer was a party 
descr?bed in section 3el(a) 

to an aceuisiticn 
I tl:e Commissioner ui<l allcw the 

taxbayer to take the denied interest deduc:Fons over a X l”iar 
period in accordance with the foregc.ing rule. rd. 

If the savings and loan Licuidates or ceases to do business 
before ‘it has taken a deduction-for all of the interest deduc- 
tions it is entitled to, it can deduct the balance of the 
interest deductions not previously taken in the taxable year it 
liquidates or otherwise ceases to do business. Treas. Reg. 
fi 1.461-l(e) (3) (iii), Eowever , if the savings and loan is the 
target of an acpuisiticn described in section 3$1(a) F the 
acquiring corpor.ation will succeed to the balance of the c'isal- 
lcwed interest expense. The accuiring corporation will account 
for such amounts on the same basis as the target, had the target 
remained in existence. Treas. Feg . 5 1.461-l(e) (3) (iii). 

E. R , nt orooerlv disallowed .a aortion of uetitioner’s 
ued~ interest exoense under Treas. Rea; s 1.461-1(e) . 

1. Since   ------- failed to conrrl, v wi th Treas. Fee. 5 l.dfjl- 
l(e ‘.) ~  ------- can----- --&, the full amount of the interest deduc- 
tic,n i-- -----rted on its short ner+od tax return. 

Petitioners failed to,.comply with the Treasury Regulations 
under S 1.461-l(e). ,Petitioner deducted as an interest expense 
interest which was credit’ed for a period representing   -----

a months, which exceeded the   day period represented by-   ---------
short period taxable year. --one of the exceptions to t----

” disalj.owance rules apply, to   --------   ------- was not liquidated 
‘-after ,,it was acquired ‘by ----------- -------- Further, based ,on our 

subsequent telephqne conve---------- ---- -ssume that the exception 
to section 461(e) for taxpayers who pay or credit grace ir,tere*t 
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or dividends to terminating depositors does not apply to'S  -------
Accordingly, the respondent properly disallowed as a dedu------
for the short period taxable year the proportionate amount,of 
  crued interest credited for the periods representing more than 
-- days. 

2. Since Tr*a=. Reo. S 1.461-l(e) is aooJ&able to   -------. 
 ------- was reauired to aggortion the disuowed aunts Fn-
------------ce with Treas. Rea. 5 1.461-l(e) (21 and (3). 

Moreover, the comput  ----- set forth on page 6 of the Appeals 
Supporting Statement for --------s short period u correctly 
reflects the amount of th-- -----est d  -------ed under Treas. Reg. 
S 1.461-l(e) (2). The  -------------- of -------- resulted in an 
interest expense of $---------------- repre---------   -------- of   -- days 
(the number of days i-- ----- -- ----nth period of ----------- through 
  ------------- -- -------- . Pursuant -- Treas. Reg. S 1.461-l(*) (2), 
----------- -----------d that the amount which should be disallowed as 
a de  -------- -- the short perio  ------- amount which is in excess 
of $------------- (which equals $-------- -------- multiplied by the ratio 
of n--------- --- c’ays in the short -------- --- over the number of days 
with respect to which the interest was -redited (  --. Accordlng- 
ly, Appeals calculated the unallow  ---- -------st ----------- in the 
short period to be $  --------------- ($----------------- - $---------------- 

Furthermore, under Treas. Reg. 5 1.461-l(e) (3) (ii), Appeals 
took the position that   ----------- of the disallowed interest, or 
$  ------------- should be d----------- -- the   -- subsequent taxable 
y------- -----nning with the   -------------- ------- short period. Accord- 
ingly, the Appeals Supporti---- -------------- correctly stated that a 
portion of   -------s claimed interest expense should be disallowed 
pursuant to- -------n 461(e) and Treas. Reg. S: 1.461-l(e) and 
correctly stated petitioners' adjusted tax liability. 

3. Pet;tioners' Content- 

Petitioners have raised the following two arguments t0 

AFFea1-S. First, petitioners argued that since Treas. Reg. 
5 1.461-l(e)(l)(i) and (e)(2) refer to the number of "months" in 
the short period, these Treasury   gulations are inapplicable to 
  ------- since the short period was -- days. Although Treas. Reg. 
-- -----1-l(e)(l)(i) describes the ----ount of interest disallowed 
for a short period as the amounts paid or credited for a period 
exceeding the number of "months" in such short period, this 
phrase does not render the Treasury Regulation inapplicable to 
short periods which are less than a month. Such a literal 
interpretation of this regulation would be at odds with the other 

I&' All of the calculations referred to in this memorandum 
' were done~by Appeals and are contained in the Appeals Supporting 

Statement. 
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wording of the Treasury Regulation as well as the Congress 
intent underlying section 461(e). 

i 

Z’ ? 

Treas. Reg. 5 1.461-l(e)(l)(i) specifically defines a short 
period as "a'taxable year consisting of a period less than 12 
months." Accordingly, the regulation implicitly recognizes that 
a.short taxable ,year may be a portion of a month. In ~addition, 
the legislative history explicitly states Congress' intent to 
apply the disallowance provisions of section 461(e) to short 
periods consisting of a few days. Congress intended that the 
Secretary promulgate regulations to prevent a savings and loan 
from taking a deduction representing periods "in excess of the 
. . . portions of months" in the short period taxable year. F. 
Rep. No. 2544, S7th Cong., 2d Sess. 4 (1962). 

.,L 

onal 

Simiiarly, Treas. Reg. s 1.461-l(e)(2) discusses the 
computation of the interest or dividend expenses disallowed as a 
deduction during a short period on the basis of the number of 
"months" in the short period. Eowever, this l.anguage cannot be 
construed to mean that the computation cannot be done in a short 
period taxable year which is less than one month. Since Conaress 2 
intended that interest or dividend deductions be disallowed for 
periods in excess of portions of months, we can infer that 
Congress would have intended the calculation to apply when there 
is a short period consisting of a few days. Accordingly, it was 
proper for the Service to determine the amount of disallowed 
interest on a daily basis and apply the same principles set forth 
in Treas. Reg. S 1.461-l(e)(2). 

Indeed, the Service has determined in other circumstances 
that the monthly computation provided in Treas. Reg. S 1.461- 

Al (2) should be made on a daily basis. PLR7825013. In 
PLR7825013, a savings and loan changed its method of paying 
interest on its savings certificates. Prior to Gctober 1, 1986, 
the savings and loan paid interest on its savings certificates 
three months after their issuance and each succeeding.three 
months thereafter. During the taxable year ended September 30, 
1977, the savings and loan decided to change its date of paying 
interest on the savings certificates to the last date of each 
calendar y-ear quarter. Accordingly, during the first quarter 
ending December 31, 1976, interest was paid as usual. The 
savings and loan also paid interest on all certificates from the 
date of the last payment through December 31, 1976. After that 
date, the savings and loan paid interest according to its new 
method, &, on the last date of 'each calendar quarter. 

The Service ruled that the savings'and loan should deter- 
mine, on a certificate by certificate basis, "the total amount of 
interest paid on each certificate during the taxable year and the 
appropriate number of days for which this interest was paid." 



: 

. :A . 
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PLR7825013r E&J,gLar at 2. For those certificates for which 
interest was paid for more than 365 days, the amount which was 
disallowed as a deduction' equals the difference between: 

the total amount of interest paid and an amount which 
bears the same ratio to such total as w 
bears to the Q&&w~ of A?vc with respect to x!hich such 
amounts are paid or credited. 

IL. (Emphasis added). 

Petitioners also argued to Appeals that if there were no 
acquisition, the interest deductions   ------ took for   ----- would be 
attributable to a 12 month period and-- ------ section ------e) would 
not a.rydy. nccordiagly < petitioners believe tl7st there is no 
ahtlee i 2nrl that they7 2re beFr.2 pnalized for 2 mere chan7e ir: 
ovinership of the saGings an? loan. r;cwe'?er; this pint LS 
lL-relev;rLt. cong;;-ess ex:-,r.ssly rfc;uestee ?:?a? t.:ie "ecr2tary 
r?e~,7elCn rqnl2tions to ;j--r;e,~k tile -c'.eduction of i;iterest Eo; 
nCIr ,nii: r-- _<-._ iI? excess of the nlJmt?er of +ays or mcr?tk!c ir. 2 short 
Feriod taxable year. The regulations were sp~cific~,lllr intondei .A -..---. -. 
to cover change of ownership situations. ?r2x+. 5eg. 5 l.Sil- 
l(e) (1) (ii) states that the section 461(e) disallowance rules 
will apply to a taxpayer in the year it liquidates if the 
liquidation follows or is a part of an asset acquisition pursuant 
to secticn 3Sl(a). In addition, Treas. Reg. $ 1.46i-l(o) (3) (ii) 
provides that if the taxpayer is disallowed a deduction under 
section 461(e) solely because the taxpayer was a party to an 
acquisition to which section 3El(a) applies, the taxpayer will be 
allowed to deduct the disallowed amounts pursuant to ,Treas. Reg. 
5 1.461-(e) (3) (ii). 

Koreover, these regulations are consistent with the Congies- 
sional intent underlying section 451(e). (See page 10 of this 
memorandum for a discussion of this point.)   ------- agreed to, the 
change in ownership and designated tbe form a--- ---ing of the 
acquisition. The acquisition could have been structured to take 
place on   --------- --- ------- and section 46i(e) would not have 
applied. ------   ------- ------e to structure the acquisition to occur 
on   ----------------- -------- invoking the application of section 461(e). 
Acc----------- -------- -- bound by the tax consequences which result 
from the form- ----- timing of the acquisition it chose. 

C. The oortions of Treas. Rec. 5 1,461(e) which au v set 10" 
461(e) orinciwles to short aeriod ta&.&.le vears are valid. 

Petitioners may contend that the portions of Treas. Reg. 
s 1.461(e) which apply section .461(e) principles to short period 
taxable. year,s are invalid. This is an argument frequently made 
by taxpayers when discussing'the mnnl ic&ility of Treasury -rr--I 
Regulations. We have concluded that the Treasury Regulations in 
issue are interpretative regulations and would be upheld as valid ,.i 
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since they,are c.onsistent with the legislative history underlying 
section 461(e). 

1; !&C$LLir+ioner's Autm 

The poitions of Treas. Reg. s 1.461-l(e) which apply section 
461(e) principles to a Short period taxable year are valid. 
Treasury Regulations comm,and the i2SF2Ct of the COur~t, since 
Congress has delegated to the Secretary of the Treasury the task 
Of "administering the tax laws of the Nation." race i Qnor 1,. 
P mn$ Ce nt co. of Utah, 450 U.S. 156, 169 (leer). Un it-d 

v. Cartwriah;, 411 U.S. 545, 550 (1973); accord UJ 
s+s+.Tc 7,. cg'~!a,l =, 3as U.S. 290, 3@7 (1957). A ccurt should 
ordlnsrily deferto a Treasury RP~--~ q~l-i-ion if it "implement[sl the 
congressional mandate in some reasonable manner." C"rre] 1, jag 
U.S. at 307 (c_uote?. in TJnit4 .S+rr+ec ~7 T?oci+l Pnr+-ili7c%r Tn., ll55 

U.S. 16, 24 (1gg2)); ~-‘o~tl;,~,rj Cm, 450 v.5. at 15s; pi2t:O~l! 
I< ,;;7 . i atea I *rDpaleT-, _,__ ‘~ 7 dT,,-copitLicn 7~. C~jtzc: Sk, -, ,222 U.S. $72, 475- 
<77 (iC73>; Ar,;ico, Inc. v. _ C~~rn~~~s~o~e~, 93 T.C. 945, 95; (lS37). 
stat2c! anothfr way, Treasury Regulations "must be sk:-tair,& 
unless unreasonable and Fiainly inccnsistent &it!: the rsvenua 
statut.es.” P rt and C2nent.l 450 'U.S. at 163; Com~~sioner ". 
Sout" T2 s u,-be Co '.r- t ,, r ., 330 U.S. 496, 501, (1943). Xhen analyzing 
whether the regulation is incon--- e;ctent with the intent of th2 
statute, court- i a focus on Lhe legislative history underlying t!?e 
St2tU:- -. .zm , $3 T.C. at 958 n.1; w genera&& Voafl, 455 

U.S. at 16; E state of Su1 lard v. Co&sioner, 87 T.C. 261 
(lS8E) * 

2. Standards of OeferenQ 

_>, I The general deferential standard is further refined by the 
type of authority under which the regulations are issued. A 
regulation may be promulgated under the Secretary's general grant 
of authority under section 7805(a) to issue all necessary rules 
and regulations, &, an interpretative regulation, or it may be 
issued under a specific statutory grant of authority, in&, a 
legislative regulation. . .-. Gehl Cmanv v. Comnls,lone. 7, 795 F.2d 
1324, 1328 (19E6). An interpretative regulation is to be upheld 
as a reasonable interpretation of the congressional intent as 
long as it harmonizes with the statute's language, origin, and 
purFos2.. VW, 455 U.S. at 26; Rowan Couanies. Inc. . United 
;&tpe,'452 U.S. 247, 253 (1981); National E!uffla, 44O"U.S. at 

. A regulation will not be inconsistent with the language of 
the statute ."simply because the statutory language will support a 
contrary interpretation." V&S.&, 455 U.S. at 25. 

On the other hand, legislative regulations are entitled to 
greater deference than interpretative regulations. YQcaL 455 
U.S. at 24; Rm, 452 U.S. at 253; Am, E8 T.C. at 957 n.7; . . Fwusioner 82 T.C. 1, 15 (1984).~ P7hen examining a 
legislative reg,ylatiin, the primarily focus of the court " is 



whether the'interpretation or- method is. within the delegation of 
authority." Pm, 452 U.S. at 253. 

The Service has taken the position that Treas. Reg. S l-461- 
1(e) is interpretative. When Treas. Reg. S 1.461-l(e) .was 
published inT.D. 6917, 1961-l C.B. 108, the Commissioner of the 
Internal Revenue Service stated that this Treasury decision was 
"issued under the authority contained in section 7505." 1967-l 
c .,P . at 113. Accordingly, the Treasury Regulation will be upheld 
if it is a reasonable interpretation of. congressional intent. 

Although the statute does not discuss the application of 
secticn 451(e) tc short FeiiO< taxable years, statements in the 
F‘ouse tomnittee Report zhow that thic eF?lication of section 
451(e) was e::?ressly contenpl;t.ad by Conoress when enacting the 
statute. The House GeFcrt from the Commll-tee On Veye e.rrii Y'ir?zns 
provides that: "It is contenolated that in any cases involring a 
sb3rt year, the Secretary wili use his regulatory authority 
already available to prevent the deduction in such years for 
Feriods in excess of the appropriate numb~er of mcnths, or 
portions of months." F. Rep. Yo. 2544, 07th Cong., 2d Cess. 3-4 
(1352). The Treasury Regulations prGnUlgeted by tke Secretary tc 
prevent the bunching of interest in a short period are consistent 
wi'h the intent of c L ~Ongiess. 

Moreover, the application of sectich 461(e) to disallow a 
portion of the interest deductions in a short period where a 
bunching of such deductions occurs is consistent with the 
legislative history of section 461(e). Congress enacted section 

.; / 461(e) to prevent thrift institutions from manipulating their 
interest payment date in order to (accelerate or) defer interest 
or dividend payment deductions from one year into a subsequent 
year. Such a deferral could cause an appreciable tax deduction 
solely.resulting from the timing of the deduction. fi. Rep. NO. 
2544, w, at l-5. 

Congress anticipated that thrift institutions could also 
achieve favorable tax consequences by manipulating their interest 
payment date to.fall within a short period taxable year. A 
savings and loan association's deduction of interest which was 
,credited for a period longer than the number of days or months in 
the short period results in the institution receiving an appreci- 
able tax reduction resulting from the timing of the deduction. 
This result occurs even in those cases in which the taxpayer may 
not have attempted to avoid the payment of tax. Accordingly, 
these'regulations are valid. 
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If you have any questions concerning the foregoing matter, 
please contact Jo Lynn Ricks at FTS 566-3350. This technlcat 
advice was coordinated with Branch Nos. 1 and 2, Tax Lltlgatlon 
Division. 


